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Stated Capital and Treasury Shares
By George S. Hills

It is imperative that lawyers and accountants recognize, in the
preparation and publication of balance-sheets, that there is such
a thing as the “stated capital” of a corporation—a stated capital
which is imposed by statute and protected by the courts. An
examination of the balance-sheets issued by many large corpora
tions shows an habitual adoption of certain practices which are
founded on principles in direct conflict with the legal requisites
of a stated capital. These practices are to carry treasury shares
on the balance-sheet (a) as an asset (sometimes as a current
asset) or (b) as a deduction from stated capital; and they have,
in spite of their patent defects, received the support and sanction
of those responsible for their use and have been recommended as
sound by the great majority of writers on accountancy.
Recognition has not been accorded to stated capital by those
who formulate and control accounting methods. A discussion of
the propriety of such practices with accountants and lawyers,
however, leads to the conclusion that very few lawyers or ac
countants understand the true nature of the stated capital of a
corporation. Not being a subject about which there has been a
great deal of litigation or controversy, the existence of a stated
capital has not been appreciated by most lawyers, and being an
arbitrary legal requirement or a formula unrelated to and not
based on fact or reason, stated capital has been disregarded as
impracticable by most accountants. The practices have stood
undisputed so long that they have become established rules of
thumb, even to the extent that the wisdom of destroying them by
a strict enforcement of what is in many respects a defenseless
legal requirement is often questioned. Yet, the subject is of
sufficient importance to warrant a pointed inquiry.
A balance-sheet is a cross section of the structure of a corpora
tion and it should show not only all assets and liabilities, but also
the existence or absence of any restrictions or qualifications
applicable to either. Stated capital is an essential part of every
balance-sheet and indispensable for certain purposes. For
example, the declaration of dividends is usually dependent upon
the availability of a surplus, and the existence or absence of a
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surplus can not be determined until the amount of stated capital
has been correctly ascertained. Likewise, unless a corporation is
permitted by law to purchase its own shares and charge all or a
part of the purchase price against its stated capital, it may pur
chase its own shares only from surplus. Stated capital estab
lishes a surplus or margin of assets over liabilities and operates as
a limitation upon distributions and withdrawals to shareholders.
The use of the word “surplus” on a balance-sheet is a representa
tion that the adjoined amount in dollars is a true surplus and may
be applied to purposes for which stated capital is not available,
without combing the balance-sheet and disallowing items which
should not be reflected in surplus. The average board of direc
tors accepts without question the statements and figures pre
sented to it by its accountants, which necessarily place a legal
interpretation upon financial transactions, and it is that blind
acceptance which imposes a duty upon all accountants to guard
their clients against the probability or even possibility of illegal
acts.
The extent to which the law regarding stated capital has been
violated is appalling. Leading writers on accountancy and law,
with few exceptions, endorse these common practices, and
students are taught that they are acceptable and proper. The
federal reserve board, in its bulletin Verification of Financial
Statements, has adopted both the practices alluded to above and
recommended that: “If any stock of the corporation is held in
the treasury it should be separately shown, either as a deduction
from the outstanding capital stock or on the asset side of the
balance-sheet, as the circumstances require.” The special
committee on cooperation with stock exchanges of the American
Institute of Accountants has not given an unqualified endorse
ment of the practices, but, in its recommendations to the New
York stock exchange, it has approached the subject in such a way
that one must conclude that the practices are not condemned.
The committee has reported that: “While it is perhaps in some
circumstances permissible to show stock of a corporation held
in its own treasury as an asset if adequately disclosed, the
dividends on stock so held should not be treated as a credit to the
income account of the company.” The official federal incometax returns for corporations and the official registration statement
adopted under the securities act of 1933 by the federal trade
commission require that treasury shares be carried as a deduction
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under the caption “Capital stock (less stock in treasury).” The
use of that form is especially unfortunate in a registration state
ment as severe liabilities are imposed in case an “untrue state
ment of a material fact” is made. Amounts of stated capital
and surplus are obviously material facts.
A review of representative balance-sheets shows that the
practice of carrying treasury shares as an asset, or as a deduction
from stated capital, has been generally accepted and followed.
Many millions of dollars appear in the asset columns of large
public corporations as representing treasury shares, and vast
amounts have been withdrawn from stated capital. For in
stance, Allied Chemical & Dye Corporation (New York) has
carried large blocks of its own common and preferred stock as
current assets for a number of years. On June 30, 1933, it held
187,189 shares of its common stock at a cost of $25,837,300 and
47,309 shares of its preferred stock at a cost of $5,640,485.
General Foods Corporation (Delaware) carried on its consolidated
balance-sheet of December 31, 1932, in addition to 180,000 shares
of its common stock held by Frosted Foods Company, Inc. (con
trolled by common-stock ownership) 108,241 shares of its own
common stock as an asset in its treasury at a cost of $5,128,101.18.
The balance-sheet value of such treasury stock asset is more than
52% of the corporation’s indicated surplus of $9,832,588.74.
General Motors Corporation (Delaware) in its condensed
consolidated balance-sheet of December 31, 1932 and 1931,
carried under investments (1932) “for corporate purposes”
562,284 shares of its common stock at $8,641,349 and 38,222
shares of its $5-series no-par preferred stock at $3,167,431.88,
making a total of $11,808,780.88. Standard Brands Incor
porated (Delaware) carried its own shares in both ways—as an
asset and as a deduction from stated capital. In its consolidated
balance-sheet of December 31, 1932, there are, as an asset, 69,300
shares of common stock carried at $1,039,500. Such shares are
also included as issued shares in the capital-stock account at their
stated value of $2 a share. As a deduction from stated capital,
there are 3,550 shares of preferred stock at their liquidating value
of $100 a share. The two classes of shares have an aggregate
balance-sheet value of $1,394,500. Pressed Steel Car Company
(New Jersey) in its consolidated balance-sheet of December 31,
1932, has deducted from stated capital 111,000 shares of its
common stock, valued at $3,700,000, and 8,290 shares of its
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preferred stock valued at $829,000, or a total of $4,529,000. The
corporation’s indicated aggregate surplus is $9,904,095.78, or
slightly more than twice the book value of its deducted treasury
shares. E. I. Du Pont De Nemours Company (Delaware) in its
consolidated balance-sheet of June 30, 1933, treats $2,284,000 of
its treasury debenture stock as a deduction from stated capital
in the ordinary way, but its 17,441 common treasury shares are
carried twice, first as issued shares and as a part of stated capital,
and again as a deduction from the total of stated capital and
surplus to determine “common stock and surplus” represented
by “outstanding” shares. The prevalence of these practices is
evident, and further examples would be merely cumulative.
Here is a conflict, although perhaps not an isolated conflict,
between accounting practices and legal requirements. In a
direct conflict the law must prevail, as a corporation is bound by
the laws of the state of its incorporation, not only with respect to
the purchase of its shares, but with respect to the amount of
stated capital it must have and maintain. Its books of account
and balance-sheet should reflect and give effect to such legal
requirements. Unfortunately, the average state corporation law
is badly written and contains no accounting features. Stated
capital was not considered of importance until shares without par
value became fashionable, and since that time the subject of
stated capital has received more haphazard than intelligent
treatment, except in the recent revisions of a few corporation
laws which were supervised by experts having an academic
interest in the subject. The term “stated capital” is used in
some state statutes which have recently been rewritten, whereas
in practically all other states words such as “capital,” “stock,”
“capital stock,” “paid-in capital” and the like are used indis
criminately. In general, however, it can be said that such
words mean either shares of stock or that amount which has more
recently been called “stated capital.” In this article the term
“stated capital” is intended to mean that amount of dollars or
dollar value which must be computed in the manner provided
by law and must be maintained by a corporation for the benefit of
its creditors or shareholders and cannot be reduced, paid out to
shareholders or otherwise withdrawn except under statutory
authority.
The relation between stated capital and shares of stock is
interesting and of fundamental importance. As the assets and
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funds of a corporation are derived primarily from the issuance of
its shares (disregarding obligations sold, donation, etc.) there has
been a tendency to clothe stated capital with a representative
character, so that different amounts of stated capital are said to
“represent” the individual shares or the class of shares issued to
acquire the assets from which such amounts were derived, or
vice-versa. Stated capital, in that light, would be an aggregate
amount divisible into as many wholes as there are classes of shares
issued or into as many particles as there are issued shares of all
classes—a carton of cigarettes composed of ten packages and 200
singles. Both the original conception of stated capital, however,
and the theory on which the late revisions of corporation law have
been developed definitely separate the amount of stated capital
from shares or classes of shares. On the other hand, the laws of
Delaware have adopted the theory of representation by classes of
shares, even to the extent of recognizing that a single class of par
value shares may represent an amount of stated capital greater
than their aggregate par value. In a primitive sense there is a
relation between assets, shares and stated capital, as each takes
a part in the program of corporate construction. Assets are
acquired, shares are issued and, as a result, the corporation has a
stated capital which stands between the shareholders and the
property which they contributed. But the stated capital so
constructed is a whole amount in dollars—a carton, not a carton
of cigarettes, not ten packages and not 200 singles. Portions of
that whole amount may be segregated for convenience or for
purposes of computation incidental to the acquisition of pre
ferred shares out of stated capital without making stated capital
itself a representative amount.
Generally speaking, if all issued shares have a par value, the
amount of stated capital is an amount equal to the aggregate par
value of such shares, and if all issued shares are without par value
the stated capital is an amount equal to the aggregate of all
amounts of consideration received therefor, plus, in either case,
such additional amounts as may be transferred to stated capital
from surplus. If shares with and without par value are issued,
the stated capital is a whole amount equal to the aggregate of all
the amounts aforesaid. This is the law, and unless the statutes
of the state of incorporation require or permit exceptions, it is in
variable. The predominant statutory exception permits the
allotment of only a part of the consideration received for shares
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without par value to stated capital, the balance being considered
as surplus. In Delaware, New Jersey and Maryland there is no
limitation on the amount of paid-in surplus which may be created,
but the modern corporation laws seek a more adequate stated
capital. Michigan, for instance, requires the capitalization of at
least one half of the consideration received for shares without par
value, and Illinois, Minnesota, South Dakota and Pennsylvania
protect the liquidation preferences of shares issued.
An appreciation of the true nature of stated capital is a pre
requisite to correct accounting. The most important principle
to keep in mind is that stated capital is a fixed amount which
can not lawfully be reduced except in the manner permitted and
regulated by statute. The consideration received for issued
shares is the principal item on which the amount of stated capital
is based, and shares once issued remain “issued shares” until
they lose that character pursuant to statutory authority. Treas
ury shares are shares issued and thereafter acquired by the
corporation, but not retired or restored to the status of unissued
shares. Their status as issued shares is not changed by a transfer
from one holder to another nor by a transfer from a stockholder
to the corporation of issue; and even if their status were changed
upon their becoming treasury shares, the stated capital of the
corporation, being an independent quantity, would be unaffected.
Returning to the question of treasury shares, the several cor
poration laws now in effect contain limitations which, in com
posite, may be broadly stated as follows:
(1) A corporation may not purchase its own shares of any class
(a) Except out of earned surplus, or
(b) Except out of surplus (which is the excess of assets over
liabilities plus stated capital), or
(c) If such purchase would cause an impairment of its stated
capital.
(2) A corporation may not purchase its own shares of any class
during insolvency or if such purchase would cause insolvency or
prejudice the rights of creditors.
(3) A corporation may not reduce its stated capital except by
filing a certificate of reduction previously authorized by appropri
ate corporate action.
(4) Under the laws of some states a corporation has limited
authority to purchase certain classes of shares, such as redeem
able preferred shares, out of stated capital.
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New York is a typical example of the surplus standard, and its
penal law charges a misdemeanor if funds “except surplus” are
applied to the purchase of any shares. Delaware has the impairment-of-capital standard for common shares, supported by a
definition of “surplus” as the excess of net assets over the amount
of stated capital, thereby having in effect a surplus standard.
The new Illinois law and the California law have an earnedsurplus standard for common shares.
The question arises whether it is possible or not to reconcile
either of the practices of carrying treasury shares as an asset or as
a deduction from stated capital with the legal requirements of a
stated capital and with the restrictions imposed by law on the
purchase of shares for the treasury. Leaving out of consideration
the standard of insolvency or of creditors’ rights (which is an
insufficient standard and probably a vulgarization of the trust
fund theory of stated capital), it is apparent that either practice,
in the absence of statutory permission, violates the requirements
of a stated capital. To carry as an asset common shares or other
shares not purchasable out of stated capital is (a) to vitiate the
requirement that such shares be purchased only from surplus or
(b) to evade the prohibition against purchasing shares out of
stated capital in case the purchase price of such shares exceeds
the available amount of true surplus. And to carry redeemable
preferred shares or other shares purchasable out of stated capital
as an asset is to fail to disclose a payment out of stated capital if
the purchase price was actually taken therefrom. To carry
shares of any class as a deduction from stated capital is neces
sarily (a) a misrepresentation that surplus has not been reduced
or (b), in case there is not sufficient surplus to absorb the reduc
tion, an admission of an illegal reduction of stated capital or (c)
a representation that stated capital has been legally reduced. A
statement showing treasury shares as a deduction from stated
capital could be justified only if the shares were actually pur
chased out of stated capital under statutory authority and were
acquired in a manner which permitted them to remain issued
shares. Proper exceptions are rare. Even under the Delaware
law which permits the purchase of certain shares out of stated
capital there is no occasion for carrying shares of any class as a
deduction from stated capital. Whenever stated capital is
applied to the purchase of shares, a certificate must be filed and
recorded to make the reduction of stated capital effective, and
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thereupon the shares purchased take the status of authorized but
unissued shares, or, if such shares can not be reissued, the author
ized capital stock of the corporation is reduced to the extent of
such shares. Issued shares, therefore, can not represent or be
carried as a deduction from stated capital. This is especially
true under the New York law, which does not allow the purchase
of shares of any class out of stated capital.
The practice of carrying treasury shares as a deduction from
stated capital has been earnestly explained and defended. The
explanation is that a balance-sheet prepared in that fashion re
flects the true condition of the corporation by showing the share
holders’ interest, and the defense is that such a balance-sheet does
not deceive the public or the corporate management. Likewise,
the practice of carrying treasury shares as an asset has been
supported on the ground that shares which are acquired with the
intention of holding them for resale are, in effect, an asset pending
their disposition. But the purpose for which shares are acquired
or held has no legal effect except in a few states and then only in
circumstances defined by statute. There is no legal authority
applicable to the ordinary purchase or acquisition of shares which
supports a differentiation of treatment based on intent or pur
pose.
It has also been contended that statutes which permit the
purchase of shares “out of” or “to the extent of” surplus or
those which prohibit the application of funds “except surplus”
(as in New York) to the purchase of shares do not require an
actual appropriation and reduction of surplus whenever shares
are purchased. The contention is obviously untenable. If the
right to purchase depends upon the existence of a surplus, the
extent of that right must lessen as surplus is reduced and surplus
must be reduced as that right is from time to time exercised.
Otherwise, the restriction would only apply to single purchases
and not to the aggregate of all purchases. A surplus of $1,000
could, under that contention, be used time and again, provided no
single purchase exceeded $1,000. Even if there is no statutory
requirement that shares be purchased out of surplus, but only a
prohibition against causing an “impairment of capital” (as in
Delaware) or against withdrawing or paying to shareholders any
part of stated capital, it must follow that purchases which can
not be made from stated capital must be made from surplus, as
“surplus” in a legal sense is the excess of assets over liabilities
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plus stated capital. A mere prohibition against reducing stated
capital except in accordance with law has the same effect.
In many instances treasury shares have been carried as an asset
or as an improper deduction from stated capital by corporations
which would still show a surplus if the faulty entries were cured.
Although it may be said that the stated capital of a corporation
has not been impaired by reason of such entries, there is, obvi
ously, a distortion of the true condition amounting to a mis
representation of fact and legal effect. The directors of such a
corporation, believing that its indicated surplus is not over
stated, are placed in jeopardy, and its stockholders who rely
solely on published statements are deceived. It is an ingenuous
defense to take the position that a book or balance-sheet deduc
tion from stated capital is not the kind of “reduction” of stated
capital which is prohibited by law.
It is a contradiction to carry treasury shares as an asset. In the
first place they are not an asset and should not be given a value.
Secondly, they can not be carried as an asset without being re
flected in surplus to the extent of their indicated value. By com
mon practice, supported in a limited sense by a few decisions,
treasury shares have often been treated as an asset, a property or
something of value. There appears to be no decision in which the
treatment of stated capital was at issue, and only one bearing on
accounting methods, but the present trend of judicial and legisla
tive thought favors the fact and the statutory position that
treasury shares are not an asset. Although it is generally recog
nized that they should not be considered a current asset, it is not
uncommon to see them carried as such especially if they are
readily salable. Treasury shares have no more value than ordi
nary unissued shares, which is nil. They are not a property,
interest or claim and not a form of self-ownership. On a liquida
tion of the corporation they would, of course, produce nothing for
creditors. The mere fact that shares have once been issued does
not place a value on them after they have been repossessed by the
issuing corporation, and the mere fact that they have been ac
quired for a consideration does not mean that something of in
trinsic value has been purchased. The in-and-out nature of the
transaction must not be overlooked. Suppose a corporation
issues 100 shares of common stock without par value for $100 a
share in cash, of which $10 a share is allotted to stated capital, the
remaining $90 a share becoming surplus available for dividends
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or share purchases. The corporation then repurchases 90 shares
at the same price of $100 a share. No one can contend that the
corporation still has a surplus of $9,000 available for dividends,
because it holds a $9,000 treasury share “asset” in addition to its
remaining $1,000 in cash. To carry such shares as an asset is to
disguise the fact that the surplus of the corporation has been paid
out. If the corporation does not carry its treasury shares as an
asset but reduces its stated capital by $900 ($10 a share for each of
the 90 shares purchased) such reduction will create a surplus of
$900. Although the latter practice is less extravagant, it is
equally objectionable as a matter of law. Yet in spite of the
patent absurdities and illegalities surrounding such practices they
are in common favor.
It has been found advisable in some states to codify the rules
set forth above. Under the laws of Rhode Island, California,
Minnesota and Illinois treasury shares are disallowed in the com
putation of net assets available for dividends and share purchases,
and under the laws of Ohio and Illinois treasury shares must be
included in determining the amount of stated capital. Modern
corporation laws have recognized that treasury shares are the
source of many abuses and have adopted corrective legislation.
The foregoing discussion applies in all respects to the purchase
of preferred shares and shares which are by their terms subject to
redemption as well as to the purchase of common shares and other
shares not subject to redemption, except in the few cases of re
deemable or special shares issued by corporations organized in
those states which have statutes permitting exceptions to the rule.
Where permitted, it is usual to apply against or take out of stated
capital an amount, not greater than the redemption price, equal to
the purchase price of the shares. But it must be emphasized that
there is nothing in the nature of preferred shares or redeemable
preferred shares which permits or requires the adoption of rules or
practices different from those outlined for common shares.
Every variation must spring from a statutory requirement or
permission. Some accountants draw a distinction between com
mon or equity shares and preferred shares or shares having prior
ity on a distribution of assets, treating treasury common shares as
an asset and treasury preferred shares as a deduction from stated
capital. There is no foundation in law for that distinction,
although preferred shares may be a “liability ” as against common
shares, in the sense that they have a priority on the liquidation of
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assets. The statutes of some states differentiate between com
mon shares and preferred shares, but only so far as purchases out
of stated capital are concerned.
The special rules for preferred shares are based on the financial
similarity between creditor obligations and shares subject to
redemption. Three general principles have been given effect, but
the laws of the state of incorporation must be complied with in
each instance.
(1) A corporation should have the power to purchase shares of
any class out of surplus, provided the rights of creditors are not
prejudiced, and to restore such shares to the status of authorized
but unissued shares.
(2) On the other hand, a corporation should not be obligated to
retire shares of any class, which were acquired out of surplus, to
the status of authorized but unissued shares, thereby making it
necessary again to allocate to stated capital all or a part of the
consideration received therefor on reissue.
(3) A corporation should have the privilege of purchasing or
redeeming its preferred shares subject to redemption out of stated
capital, provided the rights of creditors and senior shares were not
prejudiced. Shares so acquired must, of course, be retired or
restored to the status of authorized but unissued shares. Any
other disposition would permit the reissue of such shares without
the creation of any stated capital to take the place of that with
drawn. As it would not be practicable to require that the amount
of stated capital created on the reissue of such shares be the same
or have any relation to the amount paid out therefor, no corpora
tion laws have undertaken to legislate to that effect. Conse
quently, it makes no difference if only a part of the purchase price
is taken out of stated capital and the remainder from surplus.
A corporation does not realize profit or loss on the purchase of
its own shares although its surplus account or stated capital will
be affected and its financial condition may be otherwise altered
thereby. There is no occasion for establishing gain or loss, as the
only accountable entries merely record the payment of the pur
chase price and the receipt of the shares purchased. Money is
paid out, but nothing of value is received in return. Surplus or
stated capital will be reduced, depending upon whether the pur
chase price is taken from surplus or from stated capital. The
practice of taking a gain or loss on the purchase of shares, as well
as the practice of avoiding a reduction of surplus required by law,
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probably has resulted from carrying the purchased shares as an
asset or as an improper deduction rom stated capital. Even the
purchase of redeemable preferred shares out of stated capital
(under the exceptional statutes before mentioned) for an amount
less than the par value or stated capital “represented” by such
shares does not result in a gain by way of profit or by way of
release of stated capital to surplus, as stated capital can not be
reduced by an amount greater than the purchase price of the
shares. Consequently, a purchase of shares results in (a) a
reduction of surplus, if the laws of the state of incorporation limit
all purchases to surplus or if the shares purchased are not of a class
purchasable out of stated capital under the laws of the state of
incorporation, (b) a reduction of stated capital (not accompanied
by an increase of surplus) if the laws of the state of incorporation
permit the purchase of shares of that class out of stated capital, or
(c) a reduction of both surplus and stated capital if the laws of the
state of incorporation permit the purchase of shares of that class
out of stated capital and if only a part of the purchase price is
actually paid therefrom.
Suppose, however, that treasury shares are sold at a price equal
to the price at which they were purchased or at a price greater or
less than the purchase price. Is it possible to realize gain or loss
on such a transaction or to restore to surplus any amounts pre
viously paid out to acquire such shares? It is recognized that socalled “profit” arising from the resale of treasury shares is not a
profit arising from the business of the corporation and therefore
should not be reflected in earnings, but there is no unanimity of
opinion as to the replacement or creation of surplus. Shares
previously issued and reacquired which have not been retired and
can be again issued or sold necessarily belong in one of two classes.
They are authorized but “unissued” shares if they were pur
chased out of stated capital or purchased out of surplus and
voluntarily restored to that status, and they are authorized but
“issued” shares if they were purchased out of surplus and not
voluntarily restored to the status of authorized but unissued
shares. There is no problem in the treatment of consideration
received for shares classed as unissued shares, as the consideration
must be applied to stated capital or to stated capital and surplus,
in the same manner and under the same rules applicable to the
issuance of other authorized but unissued shares. Having been
restored to classification as unissued shares they are treated in
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all respects as unissued shares. But if the shares resold have
remained issued shares while in the hands of the corporation it
may be said that there is no economic reason for again requiring
that all or part of the consideration received therefor be allotted
to stated capital, as that obligation was met when such shares
were originally issued and the amount of stated capital thereby
contributed to the corporation has not been disturbed. On the
other hand, it is obviously unwise to subject earnings or earned
surplus to increase or decrease coincident with the purchase or
sale of treasury shares. The transactions of a corporation in its
own shares should be considered as capital transactions. Capital
surplus is, therefore, the suitable and proper account within
which purchases and sales of treasury shares should be entered.
The statutes of some states specifically require that corpora
tions have and maintain on their books a stated capital computed
in the manner defined by law. That requirement is no more than
a codification of a reasonable and sound corporate doctrine which
should be respected by all corporations. Although the law may
seem severe it may be obeyed without unduly interfering with
accounting principles. There is no requirement of law that
balance-sheets or books of account be kept in any particular form,
and the purchase or sale of treasury shares may be recorded in
any way which does not violate legal standard. But all who
prepare and determine the form of financial statements owe
to the public and to their clients the duty of presenting their work
in a manner reflecting the legal as well as the economic conse
quences of the figures presented.
The purpose of this article is to call attention to the fact that
accounting methods applicable to shares of all classes, issued and
unissued, must be in strict conformity with the laws of the state of
incorporation. The treatment of treasury shares is merely a case
in point. The laws of all states differ one from another, and each
corporation must abide by the laws of the particular state under
which it is organized. Practices adopted by one corporation are
of little or no value as precedents to another. Consequently, one
who is not thoroughly familiar with the laws of the state of incor
poration is not competent to prepare or certify a balance-sheet or
to determine the substance or form of a capital stock account.
Accountants must respect the law, and lawyers who serve with
accountants must understand and appreciate the laws which
govern the application of accounting principles.
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